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Q. Please state your name and business address.

A. My name is Robert L. Thornton. My business address is 4720 Piedmont Row

Drive, Charlotte, North Carolina.

Q. What is your position and what are your responsibilities with Piedmont

Natural Gas Company ("Piedmont" )?

10

12

13

14

15

16

17

18

A. I am employed as Director of Gas and Regulatory Accounting.

Q. Please briefly describe your education and experience.

A. I received a B.S. degree from The College of Charleston in 1984. In 1985, I

was employed by Duke Power Company as a staff accountant. In 1990 I was

employed by Ingersoll-Dresser Pump Company as Controller. In 1994, I was

employed by Public Service Company of North Carolina, Inc. ("PSNC"), as a

Senior Financial Accountant and was promoted to Director —Investor Relations

and Financial Projects in 1998. After PSNC was acquired by SCANA

Corporation, I was employed by Cox Technologies in 2000 as Controller and

Assistant Treasurer. In 2004, I was employed by HSBC Mortgage Corp. as

Manager of Regulatory and Investor Reporting. I was employed by Piedmont

Natural Gas Company, Inc. ("Piedmont" ) in 2007 as Manager of Gas

Accounting. I was promoted to Director of Gas and Regulatory Accounting in

19 February 2008.

20 Q. Please describe your responsibilities as Director of Gas and Regulatory

21 Accounting.

22

23

A. My responsibilities include: recording the cost of gas on Piedmont's books,

maintaining a proper match of revenues and cost of gas in Piedmont's income
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statements, recording Piedmont's margin in accordance with regulatory

requirements in each of the three state jurisdictions in which Piedmont

operates, verifying volumes and prices on all invoices relating to the purchase

and transportation of natural gas, and recording gas inventory accounts and

deferred accounts. I am also responsible for the middle office functions related

to the experimental hedging program implemented in South Carolina pursuant

to Commission Order No. 2002-223 dated March 26, 2002.

Q. Have you previously testified before this Commission or any other

regulatory authority?

10 A. Yes. I have previously testified before the Public Service Commission of South

Carolina and the North Carolina Utilities Commission on several occasions.

12

13

14

15

16

17

18

19

20

Q. What is the purpose of your testimony in this proceeding?

A. The purpose ofmy testimony in this proceeding is to report to the Commission

Piedmont's end-of-period balances in and accounting for its deferred gas costs

accounts in order to permit the Commission to determine that Piedmont's true-

up procedures for the review period have resulted in a properly stated cost of

gas and that Piedmont's gas costs are properly recorded in compliance with

Piedmont's Gas Cost Recovery Mechanism and Hedging Plan. My testimony

also addresses several changes in accounting methodology that are reflected in

the deferred gas cost account balance reported in my testimony.
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Q. Did Piedmont request any changes to the accounting methodology related

to the calculation of lost and unaccounted for volumes reflected in gas cost

account balances reflected in your testimony?

10

A. Yes. On October 15, 2009, and as amended on February 18, 2010, in Docket

No. 2009-435-G, the Company filed an application for approval of a change in

methodology by which the Company calculates and records lost and

unaccounted ("LAUF") adjustments to its gas costs. In addition, the Company

requested Commission approval of the inclusion of unbilled volumes in its

commodity and demand gas cost true-up calculations. The Commission

approved the application on March 30, 2010 with an effective date as of

October 1, 2009 in order to synchronize with the Company's last annual true-up

12 calculation.

13

14

15

16

17

18

19

20

21

Q. Why was this change in methodology requested?

A. The previous methodology for the LAUF annual true-up compares the

aggregate LAUF Adjustments contained in the prior year's monthly gas cost

deferred account reports to the LAUF quantities approved in the Company's

last general rate proceeding. This methodology has the effect of"truing-up" the

Company's LAUF adjustments to its rate case quantities, but it does not result

in an accurate calculation of the actual LAUF quantities experienced by the

Company during the prior 12 months. Inasmuch as the actual LAUF quantities

for any given year could be greater or smaller than the "trued-up" annual
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10

12

13

quantities derived from the Company's historic process, the probability exists

that customers are paying either too little or too much for LAUF quantities

during any given period.

To avoid this outcome, the new methodology compares the actual quantities of

gas purchased by the Company to the actual quantities ofgas sold to customers.

By making this comparison, the Company can determine the exact amount of

LAUF quantities experienced during any given period. Applying this

methodology to the Company's gas cost deferred account on a monthly basis

results in a more accurate LAUF adjustment and also eliminates the need for an

annual LAUF true-up because the quantities calculated in its monthly reports

reflect its actual LAUF experience.

Q. Can you please explain the reason for the methodology change to include

unbilled volumes in the commodity true-up and demand true-up

14 mechanisms?

15

16

17

19

20

21

A. Previously, the volumes used in the calculation of the commodity true-up and

demand true-up mechanisms did not include unbilled revenues. In order to

achieve a better matching of gas cost collections versus actual gas costs in the

month that they occur, the Company proposed that the Commission approve the

inclusion of unbilled revenues in both the commodity and demand gas cost

true-up calculations.

To further explain, gas costs are incurred and recorded to the Company's
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accounting records over a period from the first day of the month until the last

day of the month. Revenues, however, are calculated on a cycle-billing basis,

which means that at the end of the month there are volumes that have been used

10

12

13

14

15

by the Company's customers but not yet billed by the Company. Therefore, the

revenues for a month do not properly match the gas costs for the month. In

order to accomplish the matching principle, the Company records unbilled

revenues and volumes to its accounting records at the end of each month. As

both the commodity and demand gas cost true-ups use volumes to compute the

amounts collected, it is only proper that unbilled volumes be included in these

true-up mechanisms. As a result of the change in methodology to the LAUF

and commodity and demand gas cost true-ups, the Company made a one-time

adjustment, including interest, in March 2010 of $3,176,255 as a credit to its

gas cost deferred account for the period October 2009 through February 2010.

The commodity and demand gas cost true-up calculations for the month of

March 2010 were completed in accordance with the new methodology.

16 Q. Were there any other significant accounting methodology changes made to

17 the Deferred Account No. 253.04?

18 A. Yes. As Ordered by the Commission in Order No. 2009-579 under Docket No.

19

20

21

2009-4-6, effective September 1, 2009, the interest rate applied to the deferred

account has changed. The Company and the Office of Regulatory Staff

("ORS") agreed that the interest rate used to calculate the under- and over-
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collection balances will be the rate of interest as of the first day of each month

for 10-year United States Government Treasury Bills, plus an all-in spread of

65 basis points (.65 percentage points). Additionally, interest will not accrue

on under- and over-collection balances which exceed $20 million in the

deferred account.

Q. Has the Office of Regulatory Staff reviewed Piedmont's accounting for its

cost of gas for the review period in this proceeding?

10

12

13

A. Yes. The Commission has previously ordered the Company to maintain an

account reflecting its gas costs each month, the amount of gas costs recovered

each month, and amounts deferred each month. The audit staff of the ORS has

conducted a detailed audit and review of the review period activity in that

account, as well as the detailed data supporting the accounting entries to that

account. A summary of the review period activity in that account is attached

14 hereto as Exhibit (RLT-1).

15

16

17

18

19

20

21

Q. Does the Company also maintain a hedging deferred account?

A. Yes. Effective April 1, 2002, Piedmont implemented an experimental natural

gas hedging program pursuant to Commission Order No. 2002-223. Pursuant

to this program, Piedmont maintains a Hedging Deferred Account in which it

records the results of its hedging activities undertaken in accordance with its

hedging plan. The audit staff of the Office of Regulatory Staff has also

conducted a detailed review of the activity in this account and the detailed
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accounting data supporting that activity. A summary of the review period

activity in Piedmont's Hedging Deferred Account is attached hereto as

Exhibit (RLT-2).

4 Q. Does this conclude your testimony?

5 A. Yes.
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Piedmont Natural Gas Company, Inc. - South Carolina
Hedging Account Activity

Annual Prudence Review - Docket No. 2010-4-G
12 Months Ended March 31, 2010

Debits (Credits)

Exhibit (RLT-2)

Beginning Balance
Net Options

Premium
Fees 1

Margin

Requirement
(PBL Cash Act)

Consultant
Fees

Proceeds from

positions
Fees 2

Interest from

brokerage
acct.

Other
Monthly

Fee

Monthly Gain / Loss
Transfer

Apr-09 $
Ma -09 $
Jun-09 $
Jul-09 $

Au -09 $
Sep-09 $
Oct-09 $
Nov-09 $
Dec-09 $
Jan-10 $
Feb-10 $
Mar-10 $

Activi Totals

(450.00)

6,600.00
105,200.00

70,680.00
98,550.00

351,970.00
632,550.00

279.00

31.00
604.50
418.50
418.50

1,999.50
3,751.00

905,341.00
(3,818,171.00)

276,968.08
(889,765.08)
143,560.00

(3,711,649.00)
(25,425.00)
138,584.00

(1,533,917.00)
178,813.00

(230,631.00)
761,688.00

(7,804,604.00)

395.25
869.55
711.45
790.50
790.50
790.50
790.50
790.50
790.50
790.50
790.50
790.50

9,090.75

1,771,030.00
1,564,330.00
1,434,240.00
1,359,160.00
1,710,940.00

854,420.00
1,259,760.00

908,230.00
111,100.00
265, 100.00
598,260.00
750,960.00

12,587,530.00

1,643.00

1,364.00
1,426.00
1,054.00
1,643.00
1,519.00

341.00
1,054.00
1,023.00

744.00
11,811.00

(1,071.50) 22.34
(661.81) 21.00
(568.42) 21.00
(443.39) 21.00
(609.98) 21.00
(506.41) 22.40
(313.95) 22.40
(121.39) 22.40

(86.36) 22.40
(54.73) 24.32
(62.65) 24.32
(88.53)

(4,589.12 244.58

2,675,717.09
(2,251,969.26)
1,711,372.11

470,956.03
1,856, 127.52

(2,855,868.51)
1,236,476.95
1,055,655.51

(1,315,944.96)
516,825.59
468,372.67

1,868,063.47
5,435,784.21
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